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Money and Credit in Economic Expansion
MONETARY AND CREDIT developments in
the first half of 1959 were characteristic of
an economy undergoing vigorous expan-
sion. Spending by consumers, businesses,
and governments rose further following a
rapid and broadly based recovery in the
last half of 1958. Business outlays for in-
ventory accumulation increased sharply,
and investment in new plant and equip-
ment expanded although it remained below
the 1957 level. Output of goods and services,
total employment, and income reached new
peaks and, by midyear, unemployment had
declined to less than 5 per cent of the
labor force. Prices of some industrial com-
modities and of consumer services rose, but
those of farm products and foods declined,
and the total wholesale and consumer price
indexes continued to change little.
Credit demands in the first half of 1959
were strong. Demands for bank credit by
consumers to finance the purchase of homes
and durable goods were unusually large
and business demands strengthened mark-
edly beginning in March. Total mortgage
debt rose more than in the first half of
any other year. Borrowing in the capital
markets by State and local governments
also was at a record volume but that by
businesses was about one-fifth less than in
the same period of 1958. In the first half
of 1959 the Federal Government increased
its outstanding indebtedness, whereas it
NOTE.—This article was prepared by Mary Jane
Harrington and James B. Eckert of the Board's Divi-
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NOTE.—Last-Wednesday-of-month figures partly estimated ex-
cept for June and December, which are call report data. Inter-
bank loans excluded. Figures for second quarter of 1959 are
preliminary.
usually retires debt during this period of the
year.
Commercial bank credit declined, as is
usual in the first half of the year. Al-
though banks increased their loans sub-
stantially, they reduced their holdings of
U. S. Government securities in meeting
loan demands. Nonbank holdings of Gov-
ernment securities increased.
The active money supply increased at a
seasonally adjusted annual rate of about
2 per cent from December through June fol-
lowing a 4 per cent rise for the full year
1958. With high levels of economic ac-
tivity and rising interest rates, the money
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supply was used more actively and rates of
turnover of demand deposits rose. Time
deposits at commercial banks increased
moderately further but growth was much
smaller than the record increases of the
two past years.
Banks increased their borrowing from
the Federal Reserve and reduced their ex-
cess reserves over the first half of 1959
as Federal Reserve policy was modified to
make bank reserves less readily available.
Federal Reserve Bank discount rates were
raised twice, one-half percentage point on
each occasion. In recent months, System
open market purchases have offset only in
part the reserve drains, mainly from cur-
rency and gold outflows. To maintain
their required reserve positions, member
banks increased their borrowings at the Re-
serve Banks to an average of more than
$900 million in June, about $500 million
more than their average excess reserves.
In contrast with the usual seasonal cash
surplus, Treasury receipts and expenditures
were about in balance in the first half of
1959. Outstanding public debt, however,
rose almost $2 billion, reflecting in large
part issue of Treasury notes to the Interna-
tional Monetary Fund in connection with
the increased U. S. subscription to the Fund.
A large volume of Treasury securities ma-
tured during the period and refinancing op-
erations were heavy. Nearly all the new
securities offered in refundings and for cash
had relatively short maturities.
BANK LOANS
Outstanding loans at commercial banks in-
creased about $5 billion in the first half
of 1959, slightly more than in the compara-
ble period of any other postwar year. At
the end of June, the ratio of loans to total
deposits was much higher than it was in June
1955, a comparable point in the previous
period of economic expansion, and slightly
exceeded the ratio for June 1957, when
economic activity was near its previous
peak. In meeting heavy loan demands in
early 1959, banks reduced their holdings
of U. S. Government securities. Total loans
and investments experienced the usual first
half-year decline.
The loan rise occurred entirely in the
second quarter, when renewed business loan
expansion was added to record increases in
consumer and real estate loans. The $5.2
billion total loan increase in this quarter
was two-fifths more than the previous record
growth in the second quarter of 1955. In
the first quarter of 1959, seasonal repay-
ments of business and security loans had
about offset expansion in other types of
loans.
Total loan growth during the first half of
1959 was almost entirely at banks outside
New York City. The small rise at banks
in New York City reflected, in part, the
small growth in business loans at these
banks so far this year. A large volume of
loan repayments by public utilities and pe-
troleum and chemicals concerns about off-
set the expansion these banks experienced
in loans to businesses in other lines. In
addition, consumer and real estate loans,
which have accounted for a large part of
the total loan increase at all commercial
banks thus far this year, normally account
for a relatively small part of the total loans
made by banks in New York City.
Business loans. Outstanding business
loans rose $1.7 billion in the first half of
1959, somewhat less than the record in-
creases in the first half of the years 1955-57.
The rise stemmed for the most part from a
large increase in demand for new loans in
the second quarter when business inven-
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tory accumulation was unusually heavy.
Loan repayments also rose, exceeding those
in early 1958, when outstanding business
loans were declining. The second-quarter
increase of $1.9 billion in outstanding busi-
ness loans was larger than the increase in
the same quarter of any other postwar
year.
Loans to metals manufacturers accounted
for $850 million or more than two-thirds
of the total growth in business loans at
city banks during the first half of 1959.
This reflected, in part, inventory accumu-
lation by these businesses in anticipation
of the possibility of a work stoppage in
the steel industry after midyear. The loan
increase for this industry, however, was
less than two-thirds that in the first half
of 1956, when a steel strike also had been
anticipated. Loans to trade concerns rose
more in the first half of 1959 than in the
same period of any other year and loans
BUSINESS LOANS DURING EXPANSION
CHANGES, JANUARY - JUNE
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NOTE.—Changes in large loans at a sample of more than 200
large banks in weekly reporting member bank series. All
changes are from last Wednesday of December in preceding
year.
to textile manufacturers rose by a near-
record amount.
The seasonal decline in loans to food
processors and commodity dealers was
smaller than usual. Public utilities and
petroleum and chemicals concerns made
net loan repayments in the January-June
1959 period in contrast with a large vol-
ume of new borrowing in the same months
of 1955, a comparable period in the pre-
vious economic upswing.
In addition to increased borrowing from
banks, businesses borrowed a moderate
volume of funds through the capital mar-
kets in the first half of 1959. New cor-
porate security financing amounted to $4.8
billion, about one-fifth less than in the same
period last year but somewhat more than
in the first half of 1955. Manufacturing
corporations offered the smallest volume of
securities for a first half-year since 1954.
Nevertheless, business investment in new
plant, equipment, and inventories rose in
the first half of 1959, and planned expendi-
tures for new plant and equipment were
successively revised upward.
The volume of publicly offered corpor-
ate issues was much smaller in the first half
of 1959 than in the same period last year,
while the volume of private placements was
greater. Common stock accounted for a
larger proportion of total financing than in
most other recent years, reflecting in part
the recent high prices and low yields on
stocks.
Other loans. Real estate loans at com-
mercial banks are estimated to have in-
creased around $1.5 billion in the first half
of 1959, about the same as the postwar
record rise in the first half of 1955. Pri-
vate nonfarm housing starts were at a sea-
sonally adjusted annual rate of close to 1.4
million units during most of the period and
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new construction put in place was at a sea-
sonally adjusted record level. Total mort-
gage debt of all holders rose more in the
first half of 1959 than in the corresponding
period of any other year.
The increase in consumer loans at banks
also is estimated at nearly $1.5 billion in
the January-June 1959 period, slightly
more than in any other year. This expan-
sion accompanied a large increase in con-
sumer purchases of durable goods, particu-
larly automobiles. Automobile instalment
credit, after declining in 1958, rose sharply
in early 1959, and other types of instal-
ment credit also showed substantial growth.
Through May, instalment credit extended
by all holders had increased somewhat less
than the record growth for that period in
1955. Although extensions in early 1959
exceeded those in early 1955 by nearly $3.5
billion, repayments were up from the ear-
lier period by almost $4 billion.
Terms on instalment credit have been
further liberalized this year, but the changes
have been moderate compared with those
in early 1955. Current downpayment and
maturity requirements are more liberal than
in any previous period.
Loans for purchasing and carrying se-
curities declined about $600 million in the
first half of 1959, in contrast with a $1.4
billion rise in the same months last year,
when borrowing was heavy for speculative
purchases of U. S. Government securities.
Agricultural loans showed little further
change in early 1959.
BANK INVESTMENTS AND TREASURY
FINANCE
Notwithstanding heavy initial participation
in Treasury financings in the first half of
1959, commercial banks reduced their
holdings of U. S. Government securities on
balance by about $6 billion, considerably
more than the usual amount for this period
of the year. They sold and redeemed Gov-
ernment securities in order to meet strong
loan demands under increasing reserve
pressures. The reduction exceeded that in
the first half of 1955, a comparable period
of expansion when credit demands were
strong.
Treasury cash receipts and expenditures
were about in balance during the first half
of 1959, although the Treasury incurred a
cash deficit of $12-$ 13 billion in the full
1959 fiscal year ending in June. Normally,
the Treasury has a large seasonal cash sur-
plus during the first half of the calendar year
which it uses to retire debt and build up
its cash balance. The Treasury cash bal-
ance on June 30 was nearly $500 million
higher than on December 31, but the gross
public debt was $1.8 billion larger. Most
of this expansion was due to the increased
U. S. subscription to the International
Monetary Fund, 75 per cent of which was
paid in non-interest-bearing demand notes
of the Treasury.
The Treasury offered eight new securi-
ties totaling nearly $13 billion in the first
half of 1959, four of which were special
or tax anticipation bills. In addition, the
outstanding volume of regular bills was in-
creased by $1 billion. Cash retirements
during the period totaled $9.4 billion,
mainly the March and June tax anticipa-
tion securities, and cash redemptions of un-
exchanged securities in refunding opera-
tions totaled $2.6 billion. Treasury re-
funding operations totaled nearly $17 bil-
lion. New securities offered both in re-
fundings and for cash were mainly short-
and intermediate-term issues; only 5 per
cent had maturities of more than five years.
Two bonds, one a IOV2- and one a 21-year
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maturity, were offered, but each offering
amounted to less than $1 billion.
Commercial banks subscribed to sub-
stantial amounts of most of the new Treas-
ury issues but subsequently sold portions
of them as well as other issues. On bal-
ance, bank liquidity, as measured by the
ratio of short-term Government security
holdings to total deposits, declined. Non-
financial investors, particularly business cor-
porations, acquired a large volume of Gov-
ernment securities in the first half of the
year.
Commercial bank holdings of securities
other than those of the U. S. Government
were about unchanged during the first half
of 1959. Banks added somewhat to their
holdings of State and local government is-
sues but reduced their holdings of non-guar-
anteed Federal agency debt. The total vol-
ume of new securities issued by State and
local governments was at a record level in
the first half of 1959. A major factor sus-
taining the high level of financing in this
area was the issuance of a large volume of
revenue bonds in connection with various
utility-type projects, for example, the New
York State power facilities being con-
structed in connection with the St. Law-
rence Seaway project.
DEPOSITS AND CURRENCY
Demand deposits and currency in the hands
of the public—the active money supply—
declined less than the usual seasonal amount
during the first half of 1959. On a season-
ally adjusted basis, the money supply in-
creased $1.4 billion. This represented an
annual growth rate of about 2 per cent.
Growth was especially rapid in February
and March following a larger than seasonal
decline in January. The cumulative in-
crease since the peak of the previous up-




















NOTE.—Figures for deposits and currency are quarterly aver-
ages of seasonally adjusted data for last Wednesday of month
and are partly estimated. Demand deposits are for all banks
in the United States and exclude U. S. Government and inter-
bank deposits and items in process of collection. Currency ex-
cludes bank vault cash. Figures for turnover are quarterly
averages of monthly figures for 337 leading centers outside
New York and 6 other financial centers. All data for second
quarter of 1959 are preliminary.
swing in the third quarter of 1957 has been
4V4 per cent, compared with an estimated
rise of more than 4 per cent in real gross
national product and of nearly 8 per cent
in current dollar gross national product.
U. S. Government deposits at commercial
banks showed little net change in the first
half of 1959. Usually they show a large
increase over these months.
Time deposits at commercial banks in-
creased moderately further in the first half
of 1959. These deposits had increased
sharply in 1957 and the first half of 1958,
and then at a much reduced rate in the
latter part of 1958, when market rates of
interest on other investments were rising
sharply. The 1959 increase was at an annual
rate of more than 5 per cent, somewhat be-
low the postwar average prior to 1957. De-
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posits at mutual savings banks grew less
rapidly in the first half of 1959 than in the
first half of 1958, while shares in savings
and loan associations increased somewhat
more in early 1959 than in early 1958. Net
redemptions of savings bonds were slightly
higher than a year earlier.
With expanding economic activity and
rising interest rates in late 1958 and the
first half of 1959, the money supply was
used more intensively. The seasonally ad-
justed annual rate of turnover of demand
deposits in leading centers outside New
York and other financial centers rose to a
postwar high of 24.8 times in the second
quarter of the year. The increase has been
greater in the current period of expan-
sion than in the comparable months of the
1954-55 upswing even though growth in
the money supply in the current period also
has been greater. Turnover also rose at
banks in New York City, but in mid-1959
the rate was still below the previous peak
in the second quarter of 1958, when the
volume of financial transactions in that city
was unusually large.
FEDERAL RESERVE POLICY AND BANK
RESERVE POSITIONS
Vigorous economic expansion during the
first half of 1959 was reflected in a sharp
increase in the demand for credit at mem-
ber banks. This was accompanied by a
corresponding movement in Federal Re-
serve policy toward greater restraint. Over
the past year, Federal Reserve open mar-
ket operations supplied only part of the re-
serves used by the banking system. Mem-
ber banks met the remainder of their reserve
needs by increasing their borrowing at the
Reserve Banks and also reducing their ex-
cess reserves.
Member bank borrowing averaged over
$900 million in June, exceeding excess re-
serves by about $500 million. In June
1958, borrowing had averaged $150 mil-
lion, or nearly $500 million less than ex-
cess reserves. Discount rates were increased
in March from 2Vi to 3 per cent and again









NOTE.—Monthly averages of daily figures for member banks.
Net reserve position indicates excess reserves minus borrowings.
Latest figures shown, June 1959 (excess reserves and net reserve
position preliminary).
lowed two increases in the summer and fall
of 1958 from 1
3A per cent to 2Vi per cent.
Early in 1959 Federal Reserve open mar-
ket operations were used to absorb the sea-
sonal inflow of reserve funds mainly from
the post-holiday return flow of currency
and reduction in required reserves. Sub-
sequently, currency and gold outflows and
increases in required reserves were offset
only in part through System purchases of
U. S. Government securities.
Gold outflow continued during the first
half of 1959 but at a considerably reduced
rate from that in 1958. The U. S. gold
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stock declined $837 million in the first half
of 1959, little more than half as much as
in the first half of 1958; $344 million of the
1959 decline, moreover, represented pay-
ment in gold to the International Monetary
Fund in late June in connection with the
increase in the U. S. subscription to the
Fund. Although the deficit in the U. S.
balance of international payments did not
decline early in 1959 from the unusually
high level reached in 1958, foreign coun-
tries allowed an increased proportion of
their payments surpluses with this country
to accumulate in the form of liquid dollar
assets, mainly Treasury bills and certificates
and deposits in commercial banks.
On balance, over the January-June 1959
period, reserves were absorbed by a reduc-
tion in Reserve Bank float of $600 million,
by gold purchases by foreigners of $500
million, and by a reduction in Federal Re-
serve System holdings of U. S. Government
securities of $400 million. Reserves were
supplied mainly by a $600 million decline
in currency in circulation. Although re-
quired reserves declined by $400 million in
connection with the seasonal decline in de-
mand deposits, member banks had large re-
serve drains on balance. They increased
their borrowing at the Reserve Banks by
almost $400 million and reduced their ex-
cess reserves by $100 million.
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